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PROCEEDI NGS

MR. HACKBARTH. Could |I ask people in the back of
the roomto take a seat, please? Karen and Mary, | think
the best way for us to get people focused and seated is to
actually start with your presentation. So why don't you go
ahead and | think people will quickly fall in line.

M5. M LGATE:

For the next hour or so we're going to be tal king
about the question of how Medicare should apply quality
i mprovenent standards to the Medi care+Choice and the fee-
for-service program This is, in fact, one of the tools
that CM5S and Congress have to take what Dr. Berenson
described this norning as a step-by-step approach, in fact,
to Medicare potentially leading in the area of quality
i mpr ovenent.

I n answering the question, Congress asked MedPAC
to consider the feasibility of applying standards that are
conparabl e to the Medi care+Choice quality inprovenent
standards to all types of providers and plans. So that's
really the centerpiece of the analysis that MedPAC staff
have begun so far.

Thi s request was included in the Bal anced Budget
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Requi rement Act of 1999 in response to the controversy over
how to apply Medi care+Choi ce quality inprovenment standards
to all types of plans in the Medicare program

In the BBA, Congress enacted the Medi care+Choice
program and applied quality inprovenent standards to al
pl ans, but recognizing that these standards did represent a
nore rigorous approach to quality regul ation, they thought
it mght be difficult for some types of Medicare+Choice
plans to neet those requirenents. So they exenpted non-
network MSA plans and private fee-for-service plans froma
portion of the requirenments that required plans to actually
denonstrate i nprovenent.

And then they went ahead two years later in the
BBRA to exenpt PPOGs fromthose sane requirenments. So this
created the unlevel playing field between Medi care+Choi ce
plans and it was unlevel fromtwo perspectives really, from
t he PPO or non- HMO perspective it was unl evel because for
themto neet the standards it was difficult, if not
i npossi bl e, sone of them suggest, and very expensive and
didn't recogni ze, they argued, the value they bring to
consuners which is really a broad choice of network.

For HVOs, they considered the playing field
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unl evel because they had to put out resources to neet a

hi gher | evel of standards but they weren't playing any nore
for putting those resources in place, so they argued this
gave them a market di sadvantage that perhaps they woul dn't
be able to, for exanple, provide as rich of a benefit
package as the non-HMOs mi ght be able to provide.

Bot h plan types, however, agreed that this created
an unl evel playing field between prograns. They argued t hat
the requirements in Medicare+Choice were nore rigorous than
those applied in the fee-for-service program And we'l|l
talk just a little bit later on sone conparison between the
two prograns, as to see whether that is, in fact, true or
not .

To hel p answer the question and to address the
i ssue, MedPAC staff has interviewed numerous purchasers,
different types of providers, various types of plans,
accreditors, state regulators, and of course, talked
extensively to CMS personnel to understand nore about the
Medi car e+Choi ce standards thensel ves.

W' ve put in your neeting materials, under Tab C,
t hree background pieces that are the results of this

research and talking to various officials that do two
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things. One, it identifies the goals of quality inprovenent
and then the various ways to apply quality inprovenent
standards. That's your background paper one.

And then we anal yzed t he Medi care+Choi ce standards
and the fee-for-service quality inprovenent efforts, which
are background paper two and three, to really get a sense of
the current regulatory environnent to conpare quality
i nprovenent efforts across the prograns, and then to
identify sonme of the problens with applying Medi care+Choi ce-
li ke standards to different types of plans and providers.

Using this informati on what we | earned about the
provider and plan ability to actually performaquality
i nprovenent, we then evaluated the feasibility of applying
Medi car e+Choi ce-1i ke standards to each type of provider and
pl an.

So what is the goal of quality inprovenent
standards? Broadly speaking, the goal is to close the gap
bet ween what we know to be good care and the actual care
that's delivered to patients. W know that in many clinica
areas there are well accepted and well known ways to deliver
care that do not always reach the bedsi de.

One exanple that illustrates this is beta bl ockers
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after heart attack. |It's well known that if a patient does
recei ve beta blockers after they've had an initial heart
attack that it can often prevent another heart attack from
occurring. But in data that was rel eased fromthe PRO
programlast fall, it showed that the median rate for
patients being discharged with a prescription of beta

bl ockers was 72 percent. Meaning that 28 percent of the
patients, in fact, sort of |lost a chance to get a
prescription for sonmething that could have prevented a heart
attack fromoccurring in the future.

In addition to problens in specific clinical
areas, there is also growi ng concern over the preval ence of
nmedi cal errors which affect all types of patients. The | QM
report that was rel eased a couple of years ago docunented
this gap in quality and tal ked about steps to perhaps solve
that issue as well.

So what do quality inprovenent standards require
organi zations to do that actually hel p us nove toward that
goal of closing the gap? There's really three steps, as we
talked to various types of organizations that try to
i npl ement qual ity inprovenent standards.

The first is to establish systems to neasure the
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quality of care, then to use the information about the
problemthat they nmay have identified to put in place
interventions that will influence either the system or
clinician behavior. And then thirdly, and this is really
t he new piece of the standard that's different, in essence,
than the nore regul atory approach to quality inprovenent.
And that is to actually denonstrate the results of what they
do to a third party. Sonetinmes this takes the form of the
requi renent that you show you' ve actually inproved on
something. Qher tinmes, because the regul ators or oversight
agencies aren't as clear about whether you could inprove or
the level of inprovenent, it merely requires the
organi zation to report in the results of their nmeasurenents.

Questions arise in this area about how neani ngf ul
the data are. For exanple, if sanple sizes are not |arge
enough maybe they don't really tell you anything significant
about the organization. And there's also always the
guestion of how possible it is for the organization you're
hol di ng accountable to really change behavi or on what ever
you' re measuring them on.

The Medi care+Choice quality inprovenment standards

really have two parts. The first is they are required to
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establish a quality assessnent and performance i nprovenent
program This includes standards like putting in place an
appropriate informati on systemfor collecting data. Oten
t he source of data would be either clains, |ooking at
clainms, abstracting information from nedical records or
surveys, having the appropriately trained personnel, making
sure you get the right input. For exanple, the Q¥ Q
standards require organi zati ons to have appropriate input
fromenroll ees and clinicians.

And then also, they're very specific about the
types of criteria that you need to use for choosing projects
to work on and how you anal yze your effectiveness on this
proj ect .

They require that organizati ons denonstrate the
results of their efforts by reporting on two QAPI projects.
On these projects, CMS requires plans to actually show
i nprovenent. \Wen they began, when they put these
regulations in place, at first they had a 10 percent ni ni mum
requirenent. CMS has since backed off on that because of
concerns that, in fact, they really didn't know why they had
chosen 10 percent. It was unclear that that was really a

good goal. It was also unclear, for some plans, whether
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they could actually reach that given that the criteria and
t he sophistication of the QAPI projects were beyond nany
pl ans who had not neasured things at this |evel before.

Secondly, they have to report on HEDI S Medi care
nmeasures. This is an exanple of building on private sector
efforts. For those plans that are experienced with NCQA
accreditation, these types of neasures are very famliar to
them For plans that aren't famliar with NCQA
accreditation, this was a whole new | evel of infrastructure
for themto have to create.

However, they are not required to show i nprovenent
on these nmeasures. They sinply have to report. The
assunption is that if they neasure what's going on in these
areas that they will do something to inprove upon their
performance in those neasures.

The third piece is CAHPS, the Consumer Assessnent
of Health Plans Survey, which is actually adm nistered
directly to beneficiaries by CM5. So it really adds no
extra cost to the plans. This is really a | ook at
beneficiary perception of both the plan and the providers
within the plan. Questions |ike how good do you think your

care is? |Is this the best plan? O is it not as good as
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you would like? Waiting tinmes, how avail abl e providers are,
getting at some issues you had tal ked about earlier, Allen.

Non- HMDs are exenpt fromthe two QAPI projects.
That's really the regulatory extension of the exenption that
was in legislation fromdenonstrating i nprovenent. So they
do not have to do those projects or show i nprovenent,
obvi ously, on those projects.

Pl ans have told us about a variety of different
probl ens they have with how these are inplenented. They, |
t hink, can be categorized in two broad areas. One is they
think that they represent stretch goals. That essentially
these are not bad Q efforts, but question whether it's
reasonable for a regulator to actually be putting these
types of stretch goals in place as requirenents.

Secondly, they feel like there's a |ot of
duplication, both at the standards |level as well as the
reporting requirenents |level, between what CM5 is requiring
and what other oversight bodies require and don't think it's
necessary that this duplication exists. They don't think
there's enough extra quality inprovenent achi eved by sinply
sonme ot her requirenments being placed on them

In the fee-for-service program the quality
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i nprovenent efforts really operate at two levels. Wen we
say plan level, we're tal king about essentially CM5 in the
role of adm nistrator of a benefit package for the Medicare
beneficiaries. Wat they do to put in place the
infrastructure that's required in Medicare+Choice plans is
basically to use the PRO programas their infrastructure to
measure quality of care, as well as to inprove the quality
of care. They do do sone independent analysis of clains
data, but the PROs do the nedical record abstraction and
then are really the foot soldiers on the ground to work with
different types of providers, plans, and even beneficiaries
totry to inprove the care that's delivered to Medicare
benefi ciari es.

For exanple, beneficiaries, they tried to
influence themdirectly in the area of inmunizations,
recogni zing that the demand for inmmunizations is one
important factor in inproving on that particul ar neasure.

They report on the results of their effort through
-- on the PRO neasures, there are six focus areas and they
report publicly on those. They also use a fee-for-service
version of CAHPS. And then are trying to develop the

ability to conpare between fee-for-service program and the
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Medi car e+Choi ce programin various areas by reporting on
some HEDI S neasures that would overlap with the PRO
neasur es.

At the provider level, there really are a | ot of
voluntary efforts, but few requirenments at present. Many
provi ders are accredited and often by the Joint Comm ssion,
whi ch does require that institutions have in place quality
i mprovenent processes. They also work voluntarily and
increasingly so with the PRO programto inprove care in
certain areas. And then of course, providers have sone of
their owmn initiatives that aren't associated w th external
efforts.

CVMB has tried to put in place sone requirenents
t hrough the conditions of participation for various
institutions to establish quality inprovenent prograns and
t hose eventually will conme out in final form But as of
yet, they have not been finalized.

They al so are tal king about, and this is probably
t he nost significant discussion occurring in CVS right now,
about how to use reporting requirenents on various
institutions to stinulate quality inprovenment within those

organi zations. They do require sone reporting on measures



10

11

12

13

14

15

16

17

18

19

20

21

22

14

for hone health agencies, nursing homes, and dialysis
facilities but they're thinking about how they m ght expand
those efforts to encourage and stinulate quality

i mprovenent .

So given what we know about Medi care+Choi ce
standards -- actually, let ne call your attention to the
chart that we placed in front of you. It was in your
neeting materials, but a |larger version we placed in front
of you before the presentation, because this is really the
guts of the anal ysis.

G ven what we know about Medi care+Choi ce st andards
and what we know about how plans and providers can actually
performquality inprovenent, we asked two questions. The
first question is how capable or how feasible is it for
different plan types and providers to actually neet
Medi car e+Choi ce-1i ke standards? And once we get a sense of
how difficult or easy it is for those types of plans or
providers to neet those standards, could we actually hold
t hem accountabl e for neeting those standards?

So just to | ook at the Medi care+Choi ce HMOs, many
of them do have the infrastructure to neasure the quality of

care and to influence behavior of providers and clinicians
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to inprove their care. This is true for many, but not all.
There are small plans that don't have that capacity. There
are plans that are not famliar with accreditation, and so
it is a whole new infrastructure for them

Can they denonstrate the results? Generally,
their results would be valid. They usually have broad
enough popul ati ons, al though once again with small plans
t hat woul d not be the case.

So could they be held accountable? dearly, they
could be. The question here, as we've talked to various
plans and CMS5, is really whether the current |evel of effort
is necessary to achieve the extra quality inprovenent that
may be achi eved by placing these standards on HMOs, and if
there are ways possibly to | essen the burden on how t he M+C
standards are appli ed.

For non-HMOs, it really varies as to whether they
are able to neasure the quality of their care. Those that
are affiliated with HMOs, nmeaning they may be offered by a
pl an that has an HMO as wel |, oftentines do have the
infrastructure to neasure what they're doing. However, they
told us that even if they have that infrastructure, it's

very difficult to apply it.
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There's really three factors that are inportant
here. They have nmuch broader networks than HMOs usual ly.
They don't require beneficiaries to choose primary care
physi cians. And they also allow beneficiaries oftentinmes to
go out of network. So this causes problens both for
nmeasuring and inproving. Essentially, they don't know where
to go to get the information. 1It's very difficult, at
| east. They don't have a prinmary care physician to look in
t he medi cal record for some services to see if the service
was provided. There's many different places they could go.

This also makes it difficult for themto focus
their inprovenment efforts. They al so have sone many
different clinicians that they need to influence they don't
know really which the right one is. And so, it's very
difficult for themto apply an infrastructure even if they
have it.

In ternms of them denonstrating their results, they
often do have a broad population. But clearly, if the data
you collect are not accurate, it's not going to be very
useful for neasuring you.

They do, however, have fairly good capacity to

nmeasure care on neasures that rely on clains data. So
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that's one thing to keep in mnd. It's very difficult for
themto go into nmedical records, but they do have good
clainms data. So they could be held accountabl e.

It appears that it would be very difficult to hold
t hem accountable to the sanme | evel as the HVMO without really
demandi ng that they change their structure froma PPO or
broad network structure to a tighter network. However,
there may be ways to assist themin nmeasuring their quality
or helping themput in place interventions. And it mght be
possi ble to hold them accountable for different measures,
particularly ones that are based on cl ai ns.

For the fee-for-service program as a plan, they
do have the infrastructure to neasure. They have pretty
good capacity and mechani sms to influence the behavi or of
provi ders. They coul d perhaps use that even nore than they
do. They don't currently require providers to participate
in the PRO program for exanple. And their statistics are
valid. W don't really know the results of the current
voluntary efforts, so it's hard to know whet her any hi gher
| evel of accountability would be useful or not.

For institutions and clinicians, the answer really

varies by size. Sone are nore sophisticated than others.
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However, the biggest difficulty is really finding nmeasures
that are useful for conparison. So you could perhaps require
sonme process or some participation with other efforts, but
it would be difficult to use the sane measures.

In summary, all plans and providers do seemto
have sone capacity to nmeasure inproved quality of care,
however the cost of neeting the Medicare+Choice-1ike
standards is really unequal across plan types and providers.
But strategies do exist to reduce those costs and to nove
towards the goal of inproved care for Medicare
benefi ci ari es.

That concl udes ny presentation. | would be glad
for any questions and, in particular, coments on the
direction of our analysis and any conments specifically on
how to apply quality inprovenent standards to different
pl ans and provi ders.

MR. HACKBARTH. Let ne just first welconme our
guests now that everybody is in their seats. Thank you al
for com ng and we appreciate your interest in our work. As
in the past, there will be a public conment period at the
end of the day. Those of you who have a contribution to

make will have a chance to offer that to the Comm ssion. O
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even at the end of the norning, I"'mremnded. So it's
schedul ed at 12:30 and that will be the first coment
peri od.

Thought s about Karen's presentation?

DR. NEWHOUSE: First in the way of disclosure.
shoul d say to people that | was elected a director of Aetna
inlate Septenber. So | hope that won't nuch affect what |

say here, but people should know that.

| shoul d say, speaking personally, | found this a
really hard issue. In sone sense, the hardest issue, |
t hought, of the mx on our platter here. | had a few

t houghts about it. One was a thought that has conme up
earlier, which is to distinguish standardi zati on of
nmeasurenent and information tools fromtrying to standardize
actual care delivery and regulations directed at that.

think we've done a sonewhat m xed, but on the whole pretty
good record there.

Second, ny general bias is for what ['ll cal
within sites of care, to try to decentralize the regul ation
and try to use deem ng as much as possi bl e.

The third thought is that MtC plans, especially

those, which | think are nost of them that use non-
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excl usive contracts are likely to be too small to do very
much in many cases. So it's kind of pointless to hold them
responsi ble. They just don't have the |everage.

MR. HACKBARTH. Joe, too small in terns of having
too small a share of the patient volunme with an individual
provi der ?

DR. NEWHOUSE: Yes, too small a market share.

The fourth thought, the last one, is that in terns
of thinking about M+C pl ans and HMOs and maybe this applies
to PPGCs, too. It seens to nme where their |argest val ue
added is is likely to be on the coordination function. W
know that there's lots of quality problens that arise in
handoffs fromone site of care to another site of care. The
traditional plan, it seenms to ne, nostly relies on the PCP
to watch over this handoff. The HMO actually kind of sits
there above this in a way that there's no anal og for on the
fee-for-service plan, could conceivably do sonethi ng here.

It seenms to ne it makes nore sense to think about
arole for the HMO in that domain than it does to say
i nprove beta bl ockers after heart attacks, where you could
go down to either an accreditation agency or you could have

the PRO at the local |evel working on that, rather than say



10

11

12

13

14

15

16

17

18

19

20

21

22

21

this is the HMO s responsibility.

M5. BURKE: Actually this is very consistent with
what Joe has suggested with perhaps the follow ng slight
deviation. | think, in fact, because it is so conplicated
for non-HMO plans and for plans with smaller volunes to
understand how it is, in fact, they mght control the
outcome, it is incunbent upon us, | think, to help them
identify the tools that m ght be available to them and how
they mght, in fact, begin to influence this behavior.

| think there is going to be a grow ng nunber of
peopl e potentially who choose those options. And to sinply
give up on efforts to have themplay a very major role in
trying to both track, as well as influence behavior that has
an inmpact on quality, would be to | eave outside of this a
fairly sizeable portion of the Medicare popul ation.

So | would hope as you go through -- and | found
the chart to be quite useful. | thought you did quite a
nice job of laying out for us the sort of array of issues
t hat exist, depending on the structure of the plan. | think
some enphasis on those that fall outside of the traditional
HMOs, that do have the tools available nore readily, and

focusing on the traditional fee-for-service and the sort of
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non- HMOs in | ooking for how they m ght team up, |ooking for
tools they m ght have avail able, |ooking for ways that we
can, in fact, assist themin identifying nethods of
influencing this is tinme well spent for us. | think we

can't sinply give up on that and turn sinply to the HVO

structure and assune that will be the only sol ution.
DR RONE: |1'd like to ask Sheila a question, if I
can. | was surprised to hear you say it's a substanti al

portion of the Medicare popul ation. The whole MC program
is 4.5 mllion nmenbers now. The non-HMO pi ece woul d be how
many nenbers?

MR. HACKBARTH. It rounds to zero.

M5. BURKE: Right. M reference was really in the
broader context, Jack, not just to the MtC but rather the
fee-for-service and all the other sort of nodels.

DR. RONE: Thank you, that clarifies, because |
t hi nk focusing on the non-HMO piece of this is al nost not
worth the type here.

M5. BURKE: M point is those outside of a
traditional MtC HMO in the rest of the programare the |arge
majority, and that we ought to | ook for tools to assist

across the board, was mny point.
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M5. NEWPORT: | think Sheila is right in ternms of

the tools. Even in what we | ook at as a conpany, where we
may be a small part of the market geographically literally,
what we're trying to do is have sonme quality progranms and
di sease managenent prograns that, by raising the bar for a
portion of the patient base, we raise the bar for the rest
of the patient base, too. It does have an influence.

And we are trying to identify and make public our
own quality neasures of provider group activity, and
therefore steer patients to groups. Now |large multi-
specialty provider groups find it nuch easier to participate
in these prograns, but | think that the bar needs to be
rai sed and tools can be segnented differently.

| appreciate very rmuch, | think you captured the
scope of the problemand the difficulty intrying to be too
granul ar here, in terns of the offset, |loss of productivity
or increased costs. And having been subjected to nmy own
nmedi cal director's four-and-a-half |ong dissertation on how
we neasure quality -- and they are paid to do that, by the
way -- it is a difficult program

| woul d hope though that people woul d appreciate

that there were some hows, very |oud ones, about CMS' s --
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then HCFA's -- prograns on quality assurance. | wanted to
be clear that the problens were with chancing horses in

m dstream literally. W would have di sease managenent
protocol s that had been put in place because of our intent
to be NCQA certified, which is a very intensive process,
only to see things that are iterative and need to grow over
time be supplanted by sonething else that we weren't doing.

There were certain di sease managenent, di abetes
being a very critical one. And then the next year there was
going to be a whole class of other four di sease managenent
progranms that you had to do.

So | think it's very inportant to have focus on
continuity and consi stency and achi evabl e neasures. A 10
percent inprovenent every year, when you're neeting a
quality of index of 92 percent, the |ast gasp that you have
to reach for, the bridge too far literally, is diverting
resources fromsone other programthat m ght benefit froma
2 percent increnmental inprovenent over tine, or those areas
where you needed to go 20 percent because the indices were
so | ow.

So again, | conplinment you on the breadth of your

analysis. | think you've captured the problem | think
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sonme refinenments in making reasonable tools avail able and
incentive to the programthat mght -- and | nean from
qual ity conpetition -- mght bring providers along even
subtly in ternms of the effect you can have in patterns of
practice in a marketplace -- if | can be bold enough to use
mar ket pl ace in this instance.

| do think that there are ways that you can do
that, and that we're seeking to reward better quality
performance as much as anything else in ternms of a

provider's ability to get a full panel of patients.

DR. NELSON: | also thought that you did very nice
work with respect to these papers. | want to nake just
three points and it's largely fromthe standpoint of
clinicians rather than plans.

The first is to again point out the distinction,
to sonme degree the nutual exclusivity, between quality
assurance and quality inprovenment. The Conmm ssion has dealt
with that distinction in previous reports, but | think it's
al ways useful when we're tal king about quality standards to
point out that one is sort of externally applied and has

nore of a regulatory inpact, and that quality inprovenent,
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on the other hand, depends on a different set of
assunpti ons.

The PRO program for exanple, has struggled with
t hese conpeting requirenents throughout the |last 10 years.
The Joint Conm ssion as well has certain quality assurance
m ni mum st andards, but then also to try and encourage
i ntrospection and sel f-exam nation and team application of
quality inprovenment efforts. And it's still struggling.

But to reference that distinction again is useful, even
t hough we' ve dealt with it before.

The second point is to underscore the difficulty
in getting data fromthe outpatient clinical record. W've
done sonme work 25 years ago in Uah in having trained nurse
auditors go into the physician's office and sit in the
wai ting room in sone instances, or back in an exam ning
roomin other instances, and try and abstract data for
quality assessnent. |If nothing else, it's extraordinarily
expensi ve and burdensone and difficult. You nake the point,
but I want to underscore it.

| think it's worth pointing out that one of the
reasons for that is that the clinical record was devel oped

for a different purpose. It wasn't devel oped for purposes
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of accountability. |It's a tool that clinicians use to aid
in patient care. Even though increasing use of a problem
list and fl ow sheets and so forth make sonme data collection
easier than it used to be, still it's extraordinarily
difficult.

At ASIMwe did sone work in sinple neasures, |ike
henogl obin A1Cs for diabetes and nonitoring the
anticoagul ation status in patients on warfarin, and so
forth. Even with volunteer physicians signing up to do this
and following relatively sinple protocols, it took an
enor nous anount of work and dedication. They'd stay |late at
night and try and find the bl oody records and get the
information fromthe records. Until there is a w despread
adoption of a new kind of recordkeeping that enploys an
el ectronic nedical record, it isn't going to get any easier.

So the practical application of some of these
rul es needs to be underscored.

The third point that | want to make is that it's
probably worth acknow edgi ng that the specialty boards are
nmoving rapidly into performance nmeasurenent as part of their
recertification processes. O course, it's being net with a

certain amount of skepticismand, to some degree, anguish
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because of the difficulty in getting information fromthe
nmedi cal record. But | think that the conmtnent isn't going
to go away, that the recognition of public expectation is
goi ng to conti nue.

It may be worth including some reference to that
| evel of activity. Because at sone point, that may provide
a solution wwth a deeming and private sector activities that
t he Medi care program can sinply ride on board.

DR. RONE: Just a couple general comments. |
think I'd |ike to associate nyself with Janet's remarks,
fromthe point of view of another health plan that
participates in the program

| would note that | think that CMS has been
responsive and is mndful of the burden. They have, |
t hi nk, dropped that 10 percent requirenent of an annual
i ncrease, mndful that the last 2 percent is different from
the first 10 percent in costs and feasibility, et cetera.

| think that the general discussion is very good.
| woul d suggest that you drop out the non-HM3s. |If you | ook
at the table and if you read the material, just given that
it's arounding error or it rounds to zero, it's really not

-- we need to focus on the inportant piece of this, | think.
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You m ght have it there as a section at the end, that this
is avery small programand it's different. |It's not a big
deal , but sonmeone not knowi ng a | ot about this and | ooking
through this, you don't get a sense of the relative
proportions here. Maybe you could include those data
somewhere, in ternms of relative proportions, how nany

Medi care beneficiaries are represented or sonething |ike

t hat .

| guess the nost inportant conmment, or the conment
|"d like to enphasize, is that | think in the overal
Medi car e+Choi ce program-- let's step back a bit -- there
has been sone di sappoi ntnent that there has not been a
nodi fication of the funding anbunts or mechani sns. There's
been sone, but | think nost people think nodest withdrawal s
recently, conpared to what was expected. But they are
likely to continue if there's not a change.

There's been discussion fromCMs that yes, we
can't give you anynore noney, but we can help you on the
regul atory side. W could try to reduce regul ation that
m ght be burdensonme or costly, directly or indirectly. W
don't want to add nore barriers to participation in the

program
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| think that that is what |'ve heard, at |east,
and | think that that's well received.

One mght look at this issue fromthat point of
view and say we don't want to back off conpletely from
issues of quality. | think that would send the absolute
wrong nessage. That would be just stupid to say well, we're
going to help themon the regulatory rather than financi al
side, so forget these quality neasures. That's not what
managed care i s about fundanentally, | believe, and that
woul d be an atrocity. Nobody wants to go there.

But to whatever extent we can nake the
requi renents here concordant with the formand the substance
with the requirenents that the health plans have w th NCQA
or in other things, so that we don't have two different
mechani snms and two different kinds of data, then that
reduces the burden financially and in other ways, and gets
us to a standard which is generalizable to sone extent.

So | think that would be a kind of principle that
| think is worth applying to this while maintaining a focus
on quality.

M5. RAPHAEL: | wanted to address the part that

had to do with the fee-for-service side and sone of the
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i ssues that exist there. First of all, | was very
interested in sone of what you wwote, although | think it
needs to be expanded on, on the extent to which you can use
conditions of participation nmore vigorously. | think there
are issues about easy entry. And right now, there's very
easy entry. | would like to have nore thinking around
whet her or not that ought to be changed and whether there's
nore that can be done at that |evel

| know in the honme health care field there was a
poi nt where practically anyone could enter the hone health
care field. There were people who had jewelry stores during
t he day and then changed the sign in the afternoon and
becane hone health care providers at two p.m And | think
sonme of that has been rescinded in the |last few years. But
| think that whole issue of entry needs to be | ooked into.

|"ve often been told don't enter into anything
that you can't exit from And | think the whole issue of
exit, too. And | think the point is nmade that al nbst no one
ever exits the program except voluntary. | think I'd |ike
to better understand the whole issue of the kind of
mechani sm of exit and how it works or doesn't work

effectively in the fee-for-service program
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| am not as taken with the issues of reporting. |
recogni ze all the issues about the necessity to have valid
and credi ble data. But | think the greatest challenge isn't
that, because we're getting a trenmendous anount of data now.
| think the greatest challenge is how do you change behavi or
at the clinician level, where you -- in this what | thought
was well done effort here -- indicate that clinicians have
the greatest ability to influence clinical quality except
it's too nuch of a burden for themoften to collect, and
they can't get valid results on an individual |evel.

To ne that's sort of the crux of this. | nean,
how can we influence what happens at the clinician | evel ?
think we have to think about how we're going to work at that
| evel, not only at the organi zational |evel and the health
plan level. And that is very difficult to do.

W' re engaged in a najor project now on changi ng
wound care practice. 20 percent of our adm ssions have
wounds, a variety of wounds. And how you change how every
practitioner handles the wounds is very conplicated because
you have to interact with physicians who are using
treatnments that may be 20 years old or that they learned in

nmedi cal school. There are nmany new advances. |[It's not just
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a matter of how you report on it. The hardest part is how
do you really get results and denonstrate inprovenents?

| also think there needs to be sone | ooking at
this issue of collecting data for paynent systens and then
using it for quality. | have sone experience with that
where we're doing this massive dunp, sending in all this
OASI S data which we use for paynent. And then it's
supposedly going to be used for quality.

|"mnot sure that that's going to work very well.
| think it raises other issues. | think it does heighten
awar eness about, for exanple, a high | evel of energency use.
But then, when you see CHF patients going back to the
enmergency roomin one out of three cases, you ask yourself
does that indicate too early discharge? Does it indicate
i nadequate follow up by the physician? O have we, in sone
way, not done what we should do? So | think that that is
anot her issue that needs to be | ooked at.

And then lastly, | think there is a |l ack of
incentives in the whole paynent structure for good quality.
Quality can save noney because if you do things well you
don't have to do themthree tinmes. And anyone who's

di ssatisfied costs you a | ot of organizational energy. But
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also, to put in the infrastructure and have the tools al so
costs money. And | don't think the incentives are aligned
now to really support what everyone says is really vital

DR. WAKEFI ELD: | want to just start by agreeing
with Joe. | thought this area of focus was awfully
difficult. Wen | was reading through it, and | do a little
bit of work in quality, | really appreciate the challenge
t hat you have.

| think the question for nme was should all of MC
be subjected to quality measurenent for the purposes of
accountability? In an ideal word the answer, from ny
perspective, would be yes and there woul d be conparability.

| mght even step back fromthat, and ny comments
are pretty general regrettably, but | mght even step back
fromthat and say should the entire Medi care program be
subj ected to quality neasurenent? And should there be
conparability and simlarity where it can occur across those
nmeasures? And | think the answer to that woul d be yes.

The tough part is comng up with the approaches
about how to get there.

Some of what | think is comng out of the National

Quality Forum mi ght be relevant, and you've taken a | ook at
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it obviously because you've cited it in your work, in terns
of sone guiding principles. 1'd cooment a little bit on
some of what Dave had to say and then ny own views.

One, there's nmeasurenent for accountability and
nmeasurenent for inprovenent. Sonetinmes those two things are
di stinguished. But clearly, I think there needs to be sone
overlap. Those purposes should be nutually reinforcing.

And i nmprovenent, quality inprovenent, is often
noti vated by external accountability. And sonme of your
content suggests that that's the case, that we get
i nprovenent when entities are required to be accountable to
sonme external entity. Wether that's CM5 through the PRGCs
reporting to them or it's broader public disclosure,
wherever al ong that continuum

The point, though, that | think acconpanies that
is accountability neasures are really only effective, from
nmy perspective, if they relate to inprovenent neasures that
pl ans or providers can actually take action on. |Is it in
the MWC s ability to do sonething about whatever X is? Are
they truly able to exert influence in a particular area? So
when we' re thinking about accountability, it's

accountability for what and is it within their scope to be
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able to exert influence?

| also think ideally that data, when we're
collecting data -- and this thenme cones through I think a
l[ittle bit in your witing -- data should be coll ected once.
An organi zation should be asked to collect it once.
think, typically that data should be collected as close to
the point of the care being provided as possible. And to
the extent we can, we reduce the burden on providers in
obtaining that data. And that we ensure that we're
constantly filtering to make sure that the data are rel evant
to patient care ultimately, that it's useful

And we've tal ked a | ot about the burden of data
collection on providers. But | also think there's another
burden. And that is whether we're asking for the collection
of data that's not directly useful to the entity that has to
collect it. So it's yes, there's a burden associ ated
sonmetinmes with the collection of data, but there's sure a
burden associated with it if they're going through the
notions of collecting information that's frankly not
relevant. What are they going to do with it once they get
it?

| think, to the extent we can encourage plans to
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not have to report in nmultiple, inconpatible ways, across
private sector and public requirenents, to beat somne
efficiency into this system it seenms to ne would be a
gui ding principle we ought to be thinking about.

The last point | would nmake is that, in general
you nade the point about volume of services and that an
event needs to happen often enough for a neani ngful
measurenent. | think we all know that.

So shoul d we be thinking about making a comment
about how data, when they can be, should be rolled up and
aggregated to a | evel of aggregation that's relevant and
valid? For exanple, | can inmagine detailed data that's
relevant for quality inprovenent. So you m ght coll ect
information on beta bl ocker performance. That's just use
internally across sone subset of providers.

That same data will be invalid for cross-provid
conparisons. So data collection mght be appropriate at
| evel but not another. But if we had sonme, over tine,
appropriate investnent of neasurenent nethodol ogy and
research, over time we mght be able to find ways to
aggregate and collect information and nake it meani ngful

mul tiple | evels.
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But right now, just because it's not relevant at
one level may not render it irrelevant at another level. So
there's a point.

| think that's it, just sone general comrents.

MR. HACKBARTH: As | |ook at the overall franmework
that we have, it seenms one of the guiding policy objectives
is to offer Medicare beneficiaries a range of choices in the
program and a variety of others, ranging fromprivate fee-
for-service to MSAs to PPCs to HMOs.

A concern that | have is that inposing a single
set of requirements for quality inprovenent on what are
di verse systens and capabilities by definition, wll
frustrate the goal of choice. The capabilities of these
organi zations are different, and to have a uniform set of
expectations, | think, is going to lead to frustration and -
- at least in the case of many organi zations -- departure if
that's a feasible option for them exit.

One of the gquestions we were asked by the Congress
is should the sane requirenents that are inposed on HMX>s be
i nposed on everybody el se and level up, if you will, to that
level. To ne, | think that's a course that's full of risk

because not all organizations are organi zed the sanme way,
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have the same capabilities.

Instead, | would be nore inclined to say if we
want a uni form approach, what we ought to do is a level nore
at the approach now being taken in the fee-for-service
Medi care program as | understand it, which enphasizes
voluntary quality inprovenment efforts. That's not to
endorse the specifics of what are being done, but the
general approach.

What | would like to see us expand on perhaps is
the way that we try to reward and encourage and support
those voluntary quality inprovenent efforts, so that there
is actually a reason for people to want to do it beyond the

fact that they're commtted to trying to do the best for

their patients. It could be financial, as Carol pointed
out. It could be in ternms of information disclosure,
qual ity scores or neasures of sone sort. It could be a sea

of approval as provided by accreditation that is then
mar keted, if you will, to Medicare beneficiaries that
certain organi zations have invested nore and they have
different capabilities than others.

Sonme might say that enphasizing voluntary and

rewards and encouragenment is to weak, given what sone peopl e
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-- | guess the IOM-- characterize as a chasm bet ween what
we know about proper nedical practice and what, in fact,
happens every day. Like Jack, | think we should not be
consi dering backing away fromefforts to inprove quality.
It's not the end that's in question but rather the neans.

But | think we have to be realistic about what we
know about quality inprovenent. W have to be realistic
about the capabilities that people have to do quality
i nprovenent at this point in time, and to be realistic about
the costs involved. And we need to wal k before we run.

| think the surest way to give all of this a bad
nanme and spawn a terrible reaction to it is if we tried to
do nore than we can gi ven our know edge and our resources.

So | would like to reward voluntary efforts as
aggressively as we can figure out how, but let's not |evel
up and i npose unrealistic requirenents across the board in
the nane of equity or uniformty or an even conpetitive
field.

MR. FEEZOR denn, follow ng up on your comments,
|"ve sort of changed sonme of the things that | was going to
say. But let me just say, and we'll cone back to this a

little later in the day, | think the choice is largely -- at
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| east fromny post in California, in watching the market for
both over-65 and under-65 that | try to serve -- that choice
is nore of a political construct. Wat our beneficiaries
really want is value and security and they have a way of
measuring that very fast.

| agree, denn, with your conments that it is
fraught with difficulty to try to level up to the M+C pl an
level. And yet, | don't think -- | guess | agree with
Sheila that given at least the retreat in terns of the MC
plan fromservicing a | arger nunber, that we have to keep
pressure on those other entities, keeping in mnd Jack's
reservati on about overenphasi zi ng what the non- MC pl ans
represent.

My bet is, though, that if we | ooked in the
Medi care supp world that we tend to forget, that al nost al
of those vendors use sone of network. Presumably, they use
some sort of credentialing and sone sort of profiling and
some sort of capturing of data to, in fact, evaluate that.
Adm ttedly, nost of it based on cost. So | do think we need
to keep the pressure on, though I think leveling it up, as
you said, is going to be very, very difficult and

unrealistic and does inpose burdens on precisely those
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entities that at this point in tinme many of our
beneficiaries indicate they won't. Though | think they want
nore the value and security that's with that, as opposed
necessarily to those entities thensel ves.

The final thing, and this is what we're struggling
with in California again, as Janet nay attest, we perhaps
are somewhat uni que and we have a coupl e of our biggest
pl ayers are so heavily into capitated arrangenment with
del egated responsibilities. But it does drive honme to ne
that the one common denom nator is, in fact, the provider
and the provider systemthat serves all of our
beneficiaries. And to the extent that the accountability
and the capturing, at least, of information that's hel pful
in evaluating quality at sone level or quality inprovenent
efforts, that we would be wise to think nore of what is the
true common denom nator, as burdensone as that nmay be to the
provi der side.

DR. REI SCHAUER: | have a general observation, a
guestion, and a comment. The general observation, it's
al nost un-Anerican to be skeptical about quality and quality
i nprovenent, but |I'mvery skeptical about this whole effort.

Maybe it's because | read this material |ate at night and
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therefore find it even though to master than Joe does, but
we're having a hard tine defining exactly what it is. Even
if we could agree on the definitions, we have a hard tine
nmeasuring it. And if we could neasure it, we're not sure
that the beneficiary could interpret the information
correctly.

Just as an exanpl e, when you're thinking of fee-
for-service versus Mdicare+Choi ce and you nmi ght have a
measure that says 80 percent of wonen in Medicare+Choi ce get
an annual manmmogram and only 50 percent doe in fee-for-
service. | don't knowif that's true or not. This m ght be
interpreted by people as saying if | join a plan, they won't
| et 20 percent of the people get mammograns, as opposed to
fee-for-service | know I'min control and |I'm a responsi bl e
person. So of course, I'll be part of the 50 percent. And
so what is otherw se useful information turns out to skew
decisions in exactly the wong way.

My question is how sure are we that this effort at
quality inmprovenent really is |leading to an aggregate
i nprovenent in overall quality? Wat we're dealing with
here is a very conplex product with thousands of conponent

parts and dozens of dinensions to each of those parts. And
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necessarily we're focusing on a handful of these.

We are cognizant of the fact that the focus on
these little elenments takes resources, both financial and
nonetary resources. And it mght be taking resources away
fromsonmething else. So the aggregate will be a conbi nation
of inmprovenent here and maybe degradati on sonmewhere el se.
And does the benefit outweigh the cost?

Now we probably don't know anythi ng about this,
but just raising some of these issues, | think, is
i mportant.

My comrent is virtually all of the exanples that
are given as a neasure involve sonme condition, heart attack
foll owed by sone follow on treatnent which al nost inevitably
i ncl udes prescription drugs, which of course aren't covered
by Medicare. There nust be sone exanples in which the whol e
kit and caboodle is part of the Medicare package that we
coul d use as exanples, rather than good quality consists of
after this prescribe sonething which isn't covered.

MR. HACKBARTH. That may be a comment on nedi ci ne

MR. MIULLER: | found this discussion very hel pful.
Having for years tried to focus on what patients want and

then trying to conpare that to what professional opinion
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woul d want of the system and seen the kind of disconnect
bet ween the two, the people who do the quality studies and
wite for the IOM et cetera, have an overview of what the
patient should want, which is very different fromwhat the
patient in fact asks for and requires.

One of the challenges one has, building on Bob's
comment, is should we be trying to push the patient, inform
the patient to be nore understandi ng of what they shoul d
want? O should we try to be nore satisfying of the
preference that, in fact, they do evince?

|"ve just noticed over the years and I think in
some ways there's an increasing gap between what patients
express as to what they want, short waiting list, choice of
specialists, et cetera, versus the kind of neasures that Bob
has referenced as being nore what professionals would urge
themto do.

Now it's obvious that using agents as a mddle
ground here is hel pful, whether one has the kind of consumer
reports or plans as agents on behalf of beneficiaries is
somet hi ng that peopl e have been noving toward for years,
given the overall conmplexity of the nedical system and how

hard it is for anybody to understand, once they're inside of
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it, they should want.

| think consistent with Bob's point, and that's
really what triggered this comment, is that a | ot of
pr of essi onal opi nion, especially professional literature and
the kind of call for action -- especially the OMreport --
is different than what patients express, not just here but
in other countries as well, as to what they want out of the
heal th system

So to the extent to which we are pushing nore for
what the professional literature indicates they should want,

that's different than what they vote for when they take

action.

MR. HACKBARTH. We need to bring this to a
conclusion. Karen and Mary, | hope the input will help and
we' || hear nore about this next neeting probably.

Qur next topic is what's next for Medicare+Choice.
Scott?

DR. HARRI SON: Good norning. Today |I'Il give you
a qui ck update on recent Medicare+Choice plan wthdrawals
and the resulting availability of plans. Then | wll
present a brief outline of a paper that will discuss sone

options for the future direction of Medicare+Choi ce paynent
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policy.

| would Iike the Comm ssion to discuss the outline
and to provide guidance on which options should be included,
and maybe even include sone additional options.

The pie chart here illustrates how pl an
wi thdrawal s at the end of the year will affect enrollees
next year. Currently, there are 180 Mdi care+Choi ce
contracts that enroll about 5.5 million beneficiaries, which
is about 14 percent of all Medicare beneficiaries. At the
end of the year 22 contracts will term nate and anot her 36
wi Il reduce their service areas. Al told, about 500, 000
beneficiaries or about 9 percent of the current enroll ees
will lose their current plans. Most of those enrollees wll
have anot her Medi care+Choi ce plan available in their areas,
but about 40,000 enrollees will not have another plan and
will have to turn to the traditional Medicare program and
anot her 50,000 woul d have a private fee-for-service plan as
their only Medicare+Choi ce option.

Speaki ng of the private fee-for-service option,
t here have been several recent devel opnents in that arena.
Sterling, the one current private fee-for-service plan, has

over 20,000 enrollees across their 25 service state area
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now. However, it has withdrawn fromall of M ssissippi and
from sonme areas of Texas, which together account for about
13 percent of its current enroll nment.

O particular note, is that Sterling is
wi t hdrawi ng from areas where 20 percent of its enrollnment in
non-fl oor counties reside. So in the places where they're
in non-floor counties, they're going to be pulling out where

a lot of their enrollees are.

A second private fee-for-service plan will enter
the programin January. Humana will offer the plan in
DuPage County, Illinois, which is an urban floor county that

borders Cook County. This year DuPage County is part of
Humana' s Medi car e+Choi ce Chi cago area pl an.

From what | understand, this plan will be offered
as one of five denps designed to keep plans from | eaving.
The denpbs will all incorporate some formof risk sharing
between the plans and CM5. The rest of the details are
sketchy at this point, but we'll find nore.

This table shows the resulting changes in the plan
avai lability for Medicare beneficiaries. Generally
speaki ng, plan availability will drop by a couple of

percentage points. For exanple, in 2002 about 61 percent of
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Medi care beneficiaries will live in counties with a

Medi car e+Choi ce plan conpared with 63 percent this year.
Not on the table, | also | ooked at zero prem um plans and
they will decline from39 percent of the beneficiaries
havi ng those avail able down to 30 percent next year.

That's it for the update portion. |If there are no
questions, I'll push on.

MR. HACKBARTH. Scott, could | just ask a question
about the Humana plan? Did | understand you correctly to
say that this was being done in conjunction with CVM5 and it
was part of an effort on CM5' s part to keep plans invol ved
in the program and they were going to do sonme risk sharing
with the private fee-for-service plan while providing --

DR. HARRI SON: That's correct. | believe the
pl ans are one PPO, one private fee-for-service, and three
HMO pl ans.

M5. NEWPORT: We have one, a deno in Pueblo
County, Col orado.

MR. HACKBARTH. All right, so the attenpt to do
risk sharing is not just with private fee-for-service but
wi th various nodels, including regular HVOs?

M5. NEWPORT: One of the criteria for even doing
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this was, it was to test alternate paynment nethods, but you
had to be the last plan standing in order to do it. It was
a conbined effort to keep plans in, but also test under the
denonstration authority alternative paynment nethodol ogi es.

M5. BURKE: denn, can | ask Scott or Janet, what
are the nature of the denonstration risk-sharing
arrangenment s?

DR. HARRI SON: Janet probably knows nore than
do, but they seemto be sort of risk corridors and sharing--

M5. NEWPORT: Qurs was a risk corridor and we
presented the proposed nethodol ogy and it was accept ed.
Don't know what ot her arrangenents are except this one now
is a private fee-for-service arrangenent. But everything
was on the table and was judged and eval uated in the context
of what their denonstration authority limtations were. So
they had to do a new paynent, they couldn't just throw nore
noney onto the table under the fornula and have it be a
| egiti mate denonstration of something.

M5. BURKE: |s there sonething other than sinply
the risk sharing that is being studied?

M5. NEWPORT: Yes, that's ny understandi ng but

again, ny caveat would be is | didn't see anyone else's
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proposal but ours.

M5. BURKE: Murray, it would be interesting over
time if they're, in fact, going to put in place this for a
year, for us to understand nore clearly what are they
denonstrating. Wether it's just a question now of what the
rates | ook |ike and what the corridors |ook |ike, or whether
there are other issues in the willingness of plans to stay
in other than sinply rates. |Is it just about the rate? O
is it about --

DR RONE: MW viewof it is that there was
recognition that the program was underfunded, that the rates
were too low, but that there wasn't any way for CM5 to
increase the rates. So they designed sone denonstrations
that m ght have better rates. But the fact is we don't need
denonstrations to see whether this programcan work. |t can
work if it's well funded. Janet, what do you think?

M5. NEWPORT: | think that Jack is right. | think
that we tried to avail ourselves of the opportunity in order
to stay in a couple of markets. W actually applied for, |
think it was six different areas, and this was the only one
that nmet the bounds of their denonstration authority.

Frankly, I'mnot sure that what we're doing now woul d work
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broadly, but only selectively.

| think it reflects a genuine effort on CVM5' s part
totry to do sone admnistrative fixes and be creative
around their authority to do sonme nore innovation around
ultimately some of the questions Scott asks in his outline,
whi ch is what should we do about this?

There's good ideas out there that nmay not deserve
to be explored but they may deserve to be expl ored.

MR. HACKBARTH: Could | suggest that we hold off
on our questions and coments. |It's sort of broadeni ng now.
Let's get Scott's presentation before us and then we can do
our normal round. Scott?

DR. HARRISON: In light of the fact that we keep
heari ng from Congress that they want help fromus in
t hi nki ng about how to stabilize the Medi care+Choi ce program
staff is proposing that we focus on options for future
di rection of Medicare+Choi ce paynent policy and to actually
have a di scussion of the different options for Congress to
see.

Wth that in mnd, we want to start with our view
of why we would want to have private plans in Medicare, or

what | think our viewis why we would want to have plans in
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t he Medi care program

The nunber one choice, private plans can offer
beneficiaries a choice of delivery systens. Al things
bei ng equal, nore choice is better than | ess choice. Sone
beneficiaries may prefer the delivery system and benefit
structures of a private plan over those of traditional
Medi care fee-for-service program As exanple, beneficiaries
may val ue nurse advice lines, |ow copay structures, or an
enphasis on preventive care that is not found in the
traditional program

Quality. Sone private plans could possibly
provi de higher quality care to sonme beneficiaries than they
m ght receive if they are in the traditional fee-for-service
program Current nanaged care techni ques that m ght inprove
quality include care coordination and di sease nmanagenent
pr ogr ans.

Flexibility. Private plans can often be nore
flexible to experinment with options that m ght include
efficiency that government prograns |ike Medicare would not
really have the freedomto pursue. For exanple, it is
politically difficult for government progranms to exclude any

I icensed providers that would accept its terns of
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participation, and sone techniques mght require limting
participation to a snmall group. W've seen how hard it is
to get centers of excellence, et cetera, approved.

Extra benefits. The Medi care+Choi ce program and
the risk programbefore it have clearly been successful in
provi ding extra benefits to sonme enrollees at no nonetary
costs to those enrolled. O course, | should note that in
t he absence of an adequate risk adjustnment system it's
uncl ear whet her the Medi care program has borne a cost for
t hose extra benefits.

Conpetition. |If there were enough private plans
participating in Medicare, conpetition anong plans and with
the traditional programfor enrollnment could create
incentives for plans to encourage their providers to |earn
new nore efficient techniques for delivering health care
services. |If providers then apply these techni ques when
treating traditional Medicare patients as well the
efficiency of the traditional programcould al so increase.
That's sort of the spillover effect.

Now |I'd Iike to nove on to |l essons that you can
draw from the experience of the Medicare+Choice program

Health care markets are local. The variation in spending
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under the Medicare fee-for-service programis substantial.
And t he success of the Medicare+Choice programin attracting
pl ans and enrol |l ees very substantially. Private plans can't
conpete with the traditional program or at |least with the
Medi car e/ Medi gap conbi nation, in sone areas of the country.
But in other areas of the country they can only conpete if
t hey were heavily subsidi zed.

Beneficiaries will make tradeoffs, choosing to
gi ve up sone choice of provider for extra benefits.
Medi car e+Choi ce pl ans have been very successful in
attracting nmenbers. Over all areas where Medi care+Choice
coordi nated plans are offered, about a quarter of Medicare
beneficiari es have chosen to enroll. The Mdi care+Choice
penetration rate is nuch higher in sonme areas where pl ans
can enroll 40 to 50 percent of Medicare beneficiaries. The
bottomline here is that many Medicare beneficiaries really
want these pl ans.

Private plans should be expected to conme and go,
however, as they do in comercial, FEHB, Medicaid, and
Cal PERS markets. Private markets are dynam ¢ and when
private plans are used to provide Medicare benefits, we

shoul d expect the programnot to be static. Beneficiaries
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are not likely to see the sane stability that they expect
fromthe traditional Medicare program

|"d like to present three general options for the
direction of the Medicare+Choice paynent policy. One, to
establish financial neutrality between the Medi care+Choice
pl ans and the traditional Medicare program Two, to pay
pl ans nore than fee-for-service equivalents in order to
attract plans to nore areas of the country. And three, to
use conpetitive bidding to find the right rate to pay plans.

The first option reflects recent MedPAC
recommendati ons. Once an adequate ri sk adjustment systemis
i npl enented -- and of course, that still may take a couple
of years -- rates should be set at 100 percent of the
Medi care fee-for-service per capita spending in the paynent
area. A specific goal of this option is to encourage plans
to offer beneficiaries a choice of delivery systens and
benefit packages, so long as there is no additional cost to
the Medicare program Also, by leveling the financial
playing fields at the local |evel between plans and
traditional Medicare, the local markets would be allowed to
determ ne what types of plans are successful in each area.

Al t hough this option seens straightforward, there
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still would be sone challenges to overcone. The successful
i mpl enentation of an appropriate risk adjustnent system has
been difficult. At this point, CM5 has suspended the
col l ection of outpatient and encounter data that they had
intended to use in the risk adjustnment system because the

pl ans objected it was too costly to collect. CMS is
exploring its options, but has yet to announce a resol ution.

The other challenge is to get the political system
to accept that sone people in the country will have access
to extra benefits and others will not. This has not been
easy to do, as evidenced by the legislative increases in the
floor rates.

Option two is to pay nore than the fee-for-service
equi valent to attract nore plans, especially are to areas
that don't currently have any choices. Exanples of recent
uses of this option have included the floor rates, blended
rates, and bonus paynents to plans who enter areas where
there are no existing plans.

The goals of this option include the expansion of
pl an choice to nore areas and the encouragenent for plans to
of fer higher quality care and/ or expanded benefits. One

ot her goal that m ght be served by this option is to keep
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plans in the programso that they m ght be available if the
Medi care program were to be reforned.

This option would rai se many basic questions. How
do we deci de how many plans we want and in what areas? How
do we deci de how nmuch subsidy to provide? How do we target
subsidies to get the plan distribution we want? And what
tradeoffs do we make between spending nore noney and havi ng
fewer plans?

Option three is to develop a conpetitive bidding
process. You could argue that we have a conpetitive bidding
process now, but it is not now used for setting paynent
rates to plans. There are nany possible formulations for a
bi ddi ng process, but today I'll just lay out sonme of the
basi ¢ goal s and i ssues.

One basic goal is to increase beneficiaries
choice of plans for the same or |ower cost for the Medicare
program Anot her type of goal would be for the conpetitive
mar ket to use price sensitivity to drive value and reduce
the cost of health care.

In setting up a conpetitive bidding process, a
whol e host of decisions would have to be made. Wuld the

benefit packages be standardi zed? If so, then the
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conpetition woul d be focused on price, otherw se the
conpetition would be on price and benefits.

How do we deal with the geographic variation
across the country? What would the paynment areas | ook |ike?
Wul d there be national conponents to the rates? How woul d
we manage the process so that budget constraints are
mai nt ai ned? One of the big questions is what would CVS' s
role be and how woul d the traditional Medicare program be
included in the process? Wuld it be a bidder, as well? Is
it okay if the traditional programis the only choice in
some areas? If not, do we need to recruit national plans?
And | ast, but not least, in nmaking such a change, how woul d
be begin to denonstrate such a program before ful
i npl enentation, given that we've had trouble with |aunching
denos before?

Thank you.

M5. NEWPORT: Scott, | know you're aware of this -
- because we' ve been around the block on this one before,
but there's been comment made to us that instead of about a
mllion folks being affected by exits fromthe M-C program
as has been in the last few years, it's about half of what

it was. So that there is a perception that it's sl ow ng.
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| think that that's the wong inpression. | think
that there's two things that need to be involved in the
anal ysi s.

The other thing that Scott probably hasn't been
able to neasure is the change in the benefit packages, which
may have an inpact on shrinking the enrollnent even further
next year. Because the magnitude of change that |'ve seen
in sone of our markets is very significant. |ncreased
mont hly prem uns, shrinking the pharmacy benefit. And |
think that | have pushed our folks around a little bit
internally to say what do you think that indirect nunber
will be? And | think there's too many variables in terns of
who else is left in what market and what the package | ooks
like. And | think that the growh is significantly
decl i ni ng.

The ot her problem we have is that the expectation
for Medicare reform has been postponed. | never thought it
woul d happen this year anyway, but | think that there had
been a prom se or a hope or whatever sonmewhat optimstic
attitude you mght want to take on this, is that plans would
have a line of sight to what reform | ooked |ike vis-a-vis

what their potential participation paynent, all of the
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things that conme with that. And now, and we know why, it
unfortunately has gone away in terns of a delay in what
reformw |l |ook |Iike and how we neasure that and how nuch
noney will be on the table for a drug benefit.

So what we |ook at nowis what I'mcalling a
bridge to reform What is going to be there as a
pl acehol der to keep, at worst, a steady state. But that it
is very problematical for the plans, in terms of having the
vast amount of uncertainty over this.

For the record, PacifiCare exited between 65, 000
and 70, 000 enrol | ees, depending on what database you use and
the timng of the database with HCFA' s data versus ours, and
that's a timng issue. But |I'mvery concerned about what
the net effect indirectly on enrollees is.

| ' ve thought about every kind of paynent option
there is out there, in terms of risk, but | think the
conpetitive bidding option is still clearly on the agenda of
Congress, in terns of what they would |ike to do. Sone
nodel off of that. | hear a constant refrain, they're stil
there. And | think that the focus of the various options in
t he paper, we need to acknow edge that maybe there's sone

reordering in your outline, Scott, that | would suggest.
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It's just that | think we have to look at that. And then
obviously | ook at other options, in terms of what effect
it's going to have.

There is this sort of naivete, | think, around
investors in our prograns confidence that the governnent is
a useful partner. | think that nakes it really difficult
fromsonme standpoints. |In the balance, we have to strike in
terms of our participation in the narket, and even in the

commercial markets, because they're interwoven.

So anyway, Scott, | think you' ve outlined the
issues. | think, at this point, once we see a draft, it
will be helpful. But | would want to have a pl acehol der

t here about the effect of benefit changes on participation
by enrollees. And again, | know you haven't had a chance to
do that yet.

W're not even sure exactly what that is. W have
surmses. But | think what we do as a Conm ssion, in terns
of consistency with our earlier reports, which tal ks about
paynent off 100 percent of fee-for-service, and creating a
bal ance between that and what conpetitive biddi ng does.

Getting incentives out there so there's new entry

and expansion in the programfor participants or contractors
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our satisfaction if

that there won't be a | ot of huge change every

We're feeling that every tinme we turn around there's

anot her set of changes and anot her set of costs. Sone of

these are related to other things that are happeni ng, too,

i ncl udi ng HI PAA.

payment

change it so drastically that

So | think part of

it would say is just fixing
-- just sone basic changes to the paynent, but don't

it creates a continued

di sincentive to new entry. | think the key is how we

incentivize new entry and expansi on,

decl

wel |,

ne.

But ot her people will weigh i

| "' m sure.

i nstead of enroll nent

n on the debate as

DR. ROANE: Just a couple coments. | think this

is very well done. For the record, Aetna was in 49

counti es,

The criterion

wi t hdrew from 23 of them stayed in 26 of them

applied was if the average nedi cal cost

ratio projected for next year in the county was over 100

percent,

costs.

we should wi thdraw, not counting adm nistrative

proj ected 2002 nedi cal

wel |

over

100 percent.

That was the criterion that was used. The average

cost ratio in those 23 counties was

So this is not,

as sone peopl e
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think, well it's at 78 percent but we really want it to be
74 so we' |l w thdraw.

| had a couple of comments. Wth respect to
Janet's conment about the benefits buy down, | think there's
anot her factor going on here. | think that while a smaller
proportion of plans wthdrew or nmenbers were wi t hdrawn t han
everyone expected, that that is m sl eading because there are
a very substantial nunber of plans poised on the cliff. And
| think that as you anal yze the data, Scott, if they becone
avai l able to you, what you will find is that many of the
plans, if not all the plans, have increased the suppl enental
premumto the maxi mum permtted nunber. That's what they
have done this time in order to try to stay in the county.

So it's not really you're in or you're out. |It's
you're in with what benefits at what supplenmental prem um or
you're out. And what everyone has done is increase the
suppl enental premumto the max in order to stay in because
peopl e want to stay in the program and serve the
beneficiaries. And the next tinme around, if financial
performance continues to deteriorate and there is no place
to go, down on the benefits or up on the suppl enent al

premum | think we will see a very substantial nunber of
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peopl e bailing.

So | think that for that conponent of this
chapter, the benefits as well as the supplenental prem um
i ssue, should be included. That would be ny reconmendati on.

Wth respect to the various options, | think that
it is true that many people and many el ected officials feel
that many people |ove the programand want to stay in the
program But the question is really do they love the old
programwi th free eyegl asses and pharnaceutical benefits?
O do they love the programthat they could get now? |
think that that distinction is not sonetines made in calls
that | get fromelected officials, we have that conversation
about well, even if | were to stay in | couldn't offer what
t hey used to have, which is what they renenber.

There is a very interesting principle that Bob
Rei schauer articulated, | think, nost clearly for nme a
coupl e of years ago, before | was in this side of the health
care enterprise. That was that the idea was to provide
choice for the Medicare beneficiary at no additional cost to
the program And | ascribe to that and | think that that
makes sense. That guided nme in ny thinking.

You now have an option here, which people are
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i ncreasingly tal king about, about paying nore in sone way in
order to try to nake this avail able and what night the
rationale be. One rationale that | have heard, that m ght
be included in whatever you wite and you nmight decide to
discard it or support it, is that in fact, in a |ocal

mar ket , because of the Medicare market share and the pricing
power that they have with physicians and hospitals that, in
fact, an individual plan cannot conpete at the sanme paynent
because it doesn't have the nuscularity that Medicare has
with respect to its pricing. So that in fact, depending on
the market shares, et cetera, there's just no way to get

t here.

So that is just an idea that some people have
espoused and then mght go into the mx of things to be
consi der ed.

The last thing | would say is really an echo, |
t hi nk, of what Janet said. On page four, nunber C of your
outline, you do have a section of conpetitive bidding, which
| thought was very interesting and very nicely done. |
didn't see that slide. |If ny having mssed that slide does
not suggest ny inattention, but the fact that it may have

fallen off the current version of the outline of the
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chapter, | would suggest you put it back on and have sone
di scussion about it. Because | don't know if we're going
there, people closer to this m ght know nore about whet her
we're going there. But it's certainly interesting and if
there is discussion in Congress about it, then it m ght be
hel pful for us to have sonething to tal k about next tine.

Maybe ot hers here know whether, in fact, it has any | egs at

all.

Thank you.

MR. HACKBARTH. Does anyone want to respond to
t hat ?

M5. RAPHAEL: | just had a question on conpetitive
bidding. | was wondering if you could explain a little nore

the rationale for people paying a premumfor staying in the
traditional fee-for-service systenf

DR. HARRISON: In the outline |I had given you |
had presented one potential nodel for a conpetitive bidding
system The mmjor notivation behind that particul ar nodel
was to try to keep things equal across the country, so that
all beneficiaries would have access to the sane benefit
package at the sanme price.

Because of the variation in fee-for-service what
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you woul d have to do is, in sone areas of the country,
peopl e couldn't get that package by going through the
traditional Medicare program Because let's say in New
York, the traditional Medicare package may cost nore than it
woul d cost a nmanaged care plan to provide that sanme benefit
package. So the idea was that you woul d make the
entitlement to the actual benefit package, not to getting
traditional Medicare. So in some areas of the country then
perhaps in New York, you'd end up having to pay a premumto
get that benefit package if it was delivered through the
tradi tional Medicare program

M5. RAPHAEL: So would the flip be true?

DR. HARRISON: Yes. So in places where the fee-
for-service programwere nore efficient, you would stay in
the traditional Medicare program and you woul d have to pay
if you wanted to go into a nanaged care product.

DR REI SCHAUER: Just to add on to Carol's
guestion, or the answer to it. Wen you set up a
conpetitive systemyou have to have sone kind of reference
price that you are conpeting around. Sone of these nodels
have it the | owest bidder in a geographic area. President

Clinton's policy was ever Medicare fee-for-service costs in
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the area. The Bipartisan Conm ssion's variant was sort of
the average of the bids in an area. And so you can set this
thing up anyway you want.
| think nost of the political interest, in the

short run at least, is in options that would hold people in
the fee-for-service systemharniess. So they would say to
people in the fee-for-service system if you want to stay in
that you don't have to pay anynore than what you're paying

now. You choose a nore efficient plan that has a cheaper

prem um and you'll get a rebate or some extra benefits. You
choose a less efficient plan, you'll have to pay nore on top
of that.

An observation on the coments that Jack and Janet
had, which | woul d hope that when we tal ked about the
suppl enental prem uns we woul d tal k about themin the
context of the counterfactual. Wat's the alternative? And
the alternative is Medicare fee-for-service plus Medigap
And what's happening to those paynents as well? The
sal vation of PacifiCare is rapid rise in Medigap prem umns,
one woul d hope, and you, too.

Sonme observations on your material, Scott. One is

sort of on the why we have private plans in Medicare.
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Choice and quality I'lIl buy. Flexibility, conpetition and

addi tional benefits at no extra cost, | think, really
collapse into two things. One is innovation, which can cone
out of conpetition and other things. That's why we're
interested init. The second is saving noney, either
beneficiaries saving noney or the systemat |arge saving
noney. Conpetition for conpetition's sake is sort of |ike
who cares? O flexibility.

The ot her observation is | thought you nade too
much out of changes the normand private markets and went a
little overboard there. 1In general, you' re right and we
don't care about entry and exit for gas stations, but
consuners do care a | ot about continuity when it conmes to
| ots of other services and products they buy. And insurance
is a key one.

I f your |ife insurance conmpany was changi ng, your
car insurance conpany every year, there would be probl ens.
And so | think you should tal k about how in sone services
continuity is an inportant conponent of the quality of the
product you're buying, or dinmension of the product you're
buyi ng.

DR. HARRISON: Right. | thought one of the



10

11

12

13

14

15

16

17

18

19

20

21

22

71

| essons really should be that if we're going to have private
pl ans, we need to nake the transitions easier for the
seniors, the beneficiaries.

DR. REISCHAUER Right. And it's an argument for
having rel atively high hurdles for who can enter the market,
so they aren't sort of fly-by-night people who are here
t oday, gone tonorrow, and they're nmaking conm tnments and
have the ability to stay with it for five years.

DR. BRAUN: | just wanted to remark that | think
particularly in the part of the outline where you tal k about
what | essons can we draw from the Medi care+Choi ce
experience, | think we ought to add one nore in, and that's
the need to protect the traditional fee-for-service because
of the natural instability of the private market. W need
to be very sure that traditional fee-for-service is there
when ot her things aren't.

MR. FEEZOR: | wanted to, | think, concur with
Janet and Jack's observation that while this year may be a

little bit of a slowdown that we've seen, that if California

is any harbinger of things to conme, it will certainly
i ncrease and continue. The pressure will be on further
er osi ons.
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Second, | guess 1'd like to reinforce Bob's
comment, that | think that one of the objectives froma
public policy standpoint in the MtC plan or going with
choice was, in fact, trying to save noney or nake sone tough
deci sions that perhaps we, as a society, aren't willing to
touch. And yet, fromthe individual standpoint, clearly the
preference -- and again | said a little earlier -- | al nost
want to do a takeoff on the Clinton canpaign. It's the
security, stupid. It really is the sense of better val ue
and the certainty that our seniors expect and want to
expect, and conpared to an absence of that, either in terns
of conprehensi ve coverage or perceived value, that really
sets it up

When Cal PERS was struggling, | have a PPO pl an

that is, | guess, the equivalent of the regular Mdicare
fee-for-service. It's pricing is getting so
di sproportionate that it is no longer the choice. 1It's the

only choice that all counties in California that | can
provide. It's the only one that's provided nati onw de, as
well. And it is so extraordinarily expensive that the val ue
that my enroll ees perceive in the HMs conpared to nmy PPO is

just so out of proportion, that they are not happy when
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there is only that single choice left.

But again, it is not choice that's driving it. It
is, in fact, the value and the | ack of conprehensive
cover age.

Janet's right on target. |If you look alittle
nore carefully behind the benefit-to-premiumratios for the
remai ning market, | think as you will see -- and again on
Bob' s observation -- the pricing of the MtC pl ans which were
largely, | think, underpriced to begin with, as they begin
torise up to neet other alternatives it will be interesting
to see if that sort of loyalty remains.

| think there is because of sone additional
confort, security and value that our enrollees feel in many
of these plans. But that certainly will be tested.

One other thing, this gets back to the sense of
security or certainty in those plans, | think one of the
things that's really making it very hard on the Aetna's and
the PacifiCare's of the world to stay inis the dramatic
fluctuation of the underlying inputs. [It's countercyclical
to our econony's ability to afford it. And that also
translates to our individual enrollee's ability to afford

it.
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| don't know what attention or energy we can bring
to that, but | can tell you the amount of repricing that we
have going on fromthe provider side in California --
per haps we enjoyed depressing those rates -- maybe now what
| can call the variable interest on our nortgage has cone
due. But having to make it up all in one or two years is
absolutely cataclysmc to the market. And | think again,
not recogni zing the underlying tremendous variations that
pl ans have to encounter to stay in the market to provide
that sense of security and pernanence that our enroll ees
demand i s sonething that needs attention.

One thing, Scott -- and by the way, | thought it
was an excellent outline of a difficult area -- we talk
about rural floor counties versus richer or higher cost
counties. Maybe I'ma little too blunt-spoken for
Washi ngt on, and probably for Sacranmento to sonme degree, but
it really is nost of the erosions that we see, not just in
our Medicare market but in our standard choice market --
under-65 -- is really a non-conpetitive market. \Were in
fact the negotiators, whether it's nmy own PPO or whet her
it's the Cigna's of the world, sinply cannot get the margins

t hey need between -- and when you have Medi care's purchasing
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power, as | think Jack tal ked about, is what you have to
conpete with, that is very unrealistic. But it is largely
in what | call, and I think you need to nake sone reference
toit -- it's not just in low cost counties. It may be that
a |l ow cost county where providers are willing to, in fact,
negoti ate or engage in care managenent, that they will still
succeed. But in counties, in fact, where the provider is
disinclined either to engage in ternms of nore realistic
pricing or in ternms of significant involvenent in care
managenent is probably where nost of the problemis.

And then finally, down the issue that | do think
we need to warn our friends on the H Il about, and | caution
us, we talk about the fact -- | think Scott your term we
need to nmake sure our seniors are able to handle the
transition if we, in fact, are stretching a market that has
greater entrance and exits. Let nme just tell you, having
made one in eight or one in nine of ny enrollees have to
choose and nove to a new plan this year in the attenpt to
save about $135 million or $140 nmillion. M board thought
that was a great idea in April. And now in August and
Sept enber when those conpl aints, even though we had

predi cted exactly how many new peopl e woul d be displaced by
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this and they said yes, it's good value, it's a good thing
to save $135 million or $150 mlli on.

But ny board, who in many respects is a
representative or a |legislative body, had a very different
opinion in ternms of what value was inportant. So | do think
that we need to warn that if we are tal king about a
mar ket pl ace or relying on a marketpl ace where there are
greater entrance and exits, again -- particularly for our
seniors -- the sense of security -- and if you | ook at the
nunber of -- each year ny 30,000 people until this year |I'm
putting 150, 000 nmaki ng t he change.

O the 30,000, the small est percentage who nake
changes are the seniors. They like to nmake that choice and
get confortable with that. And so to expect that they wll
mgrate mghtily for another $2 here or there, | said they
are able to seek out good value. But | think for mnmy senior
popul ation there is perhaps a greater threshold that they
expect before they will nove.

DR. NEWHOUSE: | have two comments. The first is
a deja vu all over again conment. For this programto work
reasonably well for all the parties who have a stake in it,

there is going to have to be tolerably good risk adjustnment.
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Now to the degree -- and Scott recognizes that.

The point 1'd like to go on further here is to the
degree that this process is inevitably playing out over a
| onger tine period, encounter data collection is on hold, it
seens to ne that the | ogical consequence of that is to go to
risk sharing or partial capitation and, in fact, have an
i ncreased wei ght on that.

| would actually be interested, not now, in
finding out what CMS plans are to eval uate these denps, what
guestions they're asking and what they hope to |learn from
that. But |eave that aside. That was in here but it wasn't
really brought, | thought, sufficiently enphasized in the
tal k.

The second comrent is that, fromny point of view,
the worst of these options is a subsidy option by far. W
concern with it is that if one wants to say that plans
aren't going into areas where they don't have much
bar gai ni ng power, which I think is in fact the case with
providers, and there's effectively | ocal nonopolies with
either or both of hospitals and certain physician
specialities, that even with subsidies you' re still not

goi ng to have any bargai ning power. And so the degree you
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put in subsidies, the subsidies will pass along through to
the local providers and the plans will know that. So they
still won't go there, so you really haven't acconplished
anything in ny view, except potentially to up rates to |ocal
provi ders through the plan.

MR SMTH  Very briefly, Genn. Joe's |last point
was the point | wanted to nake. | guess the thing that
occurred to ne, listening to Janet, Jack and Allen -- and
Scott you get at this sonme, but after listening to our
col | eagues, it seens to me naybe we want to try to enphasize
inthis section alittle bit nore of the sense around this
table of the illusion of choice. That if what we're having
isS aregression to the nean and that, with some conbi nation
of prem um i ncreases, exits and benefit reductions, al
we're going to have is a choice about who you pay fee-for-
service rates for. But we ought to say that.

The Conm ssion has certainly conme to that, or at
| east expressed that view in several ways. But it's very
inmportant, it seens to ne, as a predicate to this discussion
again that if we think what's happening in this marketpl ace
is what choice was a proxy for, which was additi onal

benefits, are being eroded then we ought to be clear about
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that. And if the new data allows us to say that nore
clearly or describe that trend, we shoul d.

| guess the other thing that I'mstruck by is the
i mportance of this conversation for the end of the agenda
tomorrow, which is the benefit package discussion. This is
ultimately about the benefit package. And even though a | ot
of the folks who call you, Jack, say what they're interested
inis choice, that's not really why senator whoever is
calling you. They're interested in protecting a nore
nodern, nore aggressive benefit package for constituents who
are mad that Aetna is pulling out.

Agai n, we ought to be clear about that, it seens
to me, in this chapter and try to get this discussion
focused on the real issue which is the benefit package and
our inability it seenms in many marketplaces in the country
to inprove the benefit package with the choice nechani sm
And say that nore explicitly than I think you have before.

DR RONE: |If | may add a point here, one way to
say what we're all saying, maybe the unit of this analysis
shoul d not be the health plan but should be the beneficiary.
One way to talk about this is to say this is about the

beneficiary. And what, in fact, is it going to cost the
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beneficiary, traditional Mdicare plus Medigap versus what's
really out there in the market, supplenental, what is the
benefit package, et cetera, et cetera. Rather than the
econoni ¢ anal ysis of the pricing power of Medicare versus
that of the health plan.

That's inportant, too, and | support that. But at
| east once slice of this should be trying to |ook at it
t hrough the | ens of the beneficiary and what the real choice
in the current market is.

MR. HACKBARTH. The point that | keep com ng back
to, the question that | keep com ng back to, is it good
policy under some circunstances for the federal governnent
to pay nore for a beneficiary that chooses a private health
pl an option? |'ve bored people to death saying over and
over again that ny world viewis that we ought to offer a
financially neutral choice between the traditional fee-for-
service programand private options. |I'mtrying to open up
my m nd and think new t houghts here.

There are various ways that we mght arrive at
t hat destination, various nechanisns we m ght use to pay
nore for a private option than Medicare. | agree wth Joe's

comment about a subsidy probably being the worst of those.
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But let's take conpetitive bidding as an alternative
framework that may well arrive at the sanme result of a
hi gher paynment for a private option.

The question | keep coming back to is howis that
ultimately any different -- let nme just finish Joe, and then
you can set me straight.

How is that any different than what we have
criticized under the private fee-for-service option, where
we see the floors as creating an opportunity for a private
plan to come in and basically do nothing, add no val ue, use
t he Medi care paynent systens even for providers and just
benefit by the arbitrary separati on between what they're
paid and what the fee-for-service program pays? | just
don't see the public policy benefit in that separation.

Okay Joe, what did | say wong?

DR. NEWHOUSE: | was going to agree with you, but
| guess | still have a closed mnd on neutrality. | was
going to enphasize the flip side, that in the high rate
areas we're now paying | ess and we shouldn't be surprised if
we see exits when we do that. This goes back to the al
health care markets are | ocal point and the non-neutrality

poi nt .
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| think both sides of this deserve enphasis.

MR. HACKBARTH. Right. Just to pound on that sane
point, if we have an artificial cap on what we pay private
pl ans, potentially what we're doing is having plans exit and
| osing opportunities for Medicare beneficiaries to get nore
benefits, for there to be nore conpetition sinply because of
an arbitrary public policy limt.

And on the other side, if we're paying nore for
the private option, we'd have these opportunities for gam ng
the system | just can't find a way out of that box and I
keep comi ng back to neutrality is really the only | ogical
accept abl e stance for Medicare on this.

M5. RAPHAEL: These sort of go back around to why
you said you want a private plan. It increases choice,
quality, flexibility, conpetition. Now we're questioning
choice as to whether or not that's valid. Let's assune it
is, then quality, and then innovation.

| think fromny point of viewif you're going to
put in the subsidy, how clear are we on the benefits side of
this equation? Certainly in what we've seen here, we don't
have much enpirical evidence to ne. It's alot of in the

future, these private plans m ght innovate, it m ght



10

11

12

13

14

15

16

17

18

19

20

21

22

83

spillover in fact to the other side and have sone benefi ci al
ef fect.

| don't know what you have on the quality side
t hat m ght be meani ngful .

MR. HACKBARTH. In fairness, | guess it boils down
to a question of how nuch are you willing to pay for these
benefits that Scott has enunerated? |'m wondering whether
we ought to be paying that price just to say you have a
private option.

DR. REISCHAUER: | think it's very hard to nmake a
case that just to provide choice, when choice offers nothing
else -- it doesn't offer quality, it doesn't offer
i nnovation, it doesn't offer any kind of spillover effect --
is wrth paying a penny for. But what your fornulation,
which is neutrality, says other things being equal, if you
don't have to pay anything nore for it but we have an
opportunity to provide choice, then provide choi ce.

DR ROWNE: | think the issue is what is it a
choice of ? Because we can wite articles about how managed
care offers di sease managenment and utilization nanagenent
and bl ah, blah, blah. But the fact is, fromthe consumer's

point of view, it's whether it covers prescription drugs or
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not .

DR. REI SCHAUER: No, but there's sonething nore to
it than that. It is that you have a different cost sharing
structure in alnost all of these plans than traditional
Medi care alone. And that is inportant for a | ot of people.

DR RONE: | think that's right.

DR. REI SCHAUER So forget about the drugs, forget
about the vision care, all that stuff. Just laying out a
pl an that has no hospital deductible, small hospital
copaynents, is worth sonet hing.

DR. ROAE: That's one analysis fromthe bene's
poi nt of view.

MR SMTH It's certainly part of what Janet was
saying. Wat's eroding are those kinds of benefits, whether
it's neasured in terns of prem umincreases or copay
i ncreases. That does appear to be what's eroding, even when
there's not an exit.

DR. NEWHOUSE: | agree with the comments that have
been nade about the beneficiaries' point of view, but I
think there's another reason for this plan, which goes back
to how we spend nost of our tine in this conm ssion, which

is worrying about potential or actual distortions that are
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i ntroduced by the adm nistered pricing schenes in
traditional Medicare.

We worried about is the geographic adjustnment in
the wage index right. W worried about is there going to be
substitution of care from honme health agencies to SNFs or
vi ce versa because we have two different paynment systens or
fromthe outpatient departnment to anbul atory surgery
centers. And we spend hours and says on trying to fine tune
what amounts to a national systemthat inevitably is going
to have sone msses at the local level, potentially
significant m sses.

By basically trying to free up the plan bel ow the
pl an paynent to contract with providers in the | ocal
comunity it seens to me we escape a |lot of the potenti al
di stortions that the adm nistered price systemt hat
traditional Medicare inevitably has to use, given its
essentially dictumthat every provider is going to be in it,
has to use. And that's another reason for wanting this that
| think hasn't really been brought up here.

MR. HACKBARTH. Scott, are you okay?

Okay, the next topic is consumer coalitions in

Medi care, a report that's due in Decenber 2001. Susanne and
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Scott?

M5. SEAGRAVE: |'mhere today to tal k about
MedPAC s mandated report on consuner coalitions in Medicare.
Just to give you a framework for the progression of this
report, we were going to present our findings on this in
Sept enber and al |l ow t he Comm ssion the chance to discuss the
findings before we drafted the letter report. Because of
the conpressed tine frame, we went ahead and drafted the
letter that is included in your neeting materials. That
letter, with the attached Mathematica summary of the expert
panel neeting that we had this summer, are intended to
satisfy the nandate. W hope to be able to finish those up
at this neeting. We would like to get the Comm ssion's
f eedback on both of those things.

This study is mandated by the Benefits I nprovenent
and Protection Act of 2000. BIPA required MedPAC to nmake a
recommendati on concerning the potential of consumer
coalitions for Medicare and the nerit of conducting
denonstrations to test their feasibility. This mandated
report is due to the Congress by Decenber 21st of this year.

l"d like to begin by outlining the concept of

consuner coalitions in Medicare. According to the
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proponents of the idea, coalitions provide |ocalized
information on fee-for-service Medicare and other Medicare
options, including Medicare+Choice, Mdigap, possibly |ong-
termcare insurance, and prescription drug coverage.

Proponents al so envision coalitions acting as
pur chasi ng agents, negotiating with insurance conpani es for
better benefits or |ower prem uns on behalf of their
beneficiary menbers.

The proponents envision a structure in which
i ndi vi dual Medi care beneficiaries would have the option of
joining coalitions which would be run by comunity-based
non-profit organi zations with oversight froma board
conposed | argely of Medicare beneficiaries. Beneficiary
participation in these coalitions would be strictly
voluntary. Meaning, for exanple, that an individual
beneficiary menber could decide, after the coalition
conpleted its negotiations, whether or not to sign up with
the plans or insurers that the coalition conpleted its
negoti ations wth.

The coalitions would also receive direct federa
f undi ng.

To study the question posed by Congress, MdPAC
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staff anal yzed the findings of an expert panel neeting which
Mat hemati ca convened for us in July under contract with us,
to discuss the potential for consumer coalitions in

Medi care. W also interviewed the advocates of the consumer
coalitions idea, spoke with CMS representatives, and did a
site visit to the DLC. SH P

The D.C. SHIP is representative of many of the
SHI Ps nationw de, has some simlarities, sonme differences,
but it conducts tel ephone and face-to-face sessions and
ot her types of things that the SH P network nationw de
provi des.

Fromthis anal ysis, MedPAC finds that coalitions
woul d i kely not add val ue beyond what the SHI Ps coul d do
wi th additional funding, and could add anot her |ayer of
confusion to an already conpl ex system for delivering
beneficiary information. Non-profit organi zations can
already participate within the SH P systemto dissem nate
beneficiary information, but if they were to receive
separate direct federal funding would introduce anot her
conpetitor for limted avail abl e funding.

We find that coalitions would |ikely not have

enough | everage to negotiate effectively with insurers in
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| ocal markets because they would bring relatively snal
nmenber shi p popul ations to the negotiating table. And the
vol untary nature of the nenber participation would nean that
t he nmenbership population the coalition did bring to the
tabl e woul d be highly uncertain, since beneficiaries could
decide not to sign up with the insurer even after the
negoti ati ons were conpl et ed.

Finally, the coalitions could potentially face
adverse selection problens. In addition, the non-profit
organi zations that would run the coalitions likely lack the
necessary expertise to negotiate effectively with insurers.

In view of the potential for coalitions to cause
confusion and their Iimted potential for success, we
recommend that the Secretary not conduct denonstrations of
Medi care consuner coalitions.

MR DEBUSK: | agree.

DR. WAKEFI ELD: The docunent that you gave us to
read in advance certainly takes the reader, | think, right
to that conclusion. There's not nmuch in the way of pros
that are listed, in terns of supporting an alternative to
what you' ve recomended.

Though | was interested with the footnote on page
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two of the docunent you provided us. It says the panel that
Mat hemat i ca convened reached a consensus across the groups
that were represented at the table. And | was really
interested, and we just got that today, who was on that
panel. Because | was kind of surprised, it's so rare you
see consensus around anything. This would be one such

thing. So | was kind of surprised that this was such a sl am
dunk, taking us to the reconmendati on.

So for exanple, you ve got the National Council of
Agi ng, we just got this one-page docunent today, too, which
seens to be a dissenting voice, and yet they were on the
expert panel.

So I'mwondering, was this really a consensus or
was there a different view?

DR. RElI SCHAUER: Just |ike the one we had on rural
i ssues.

[ Laught er. ]

DR. WAKEFI ELD: You guys made t he m st ake of
expressing a different view after the fact then, Bob. Sort
of a private conversation, for the rest of you. So there's
nmy question.

Maybe we ought to be just a little bit cautious in
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terns of what we're submtting. | think the convening of
that panel was really inportant. But if there was sone
ot her opinion expressed, nmaybe we ought to soften that

| anguage just a bit.

DR. ROSS: As one who was in the roomfor that
neeting, if you don't |ike consensus, it wasn't unanimty,
but overwhel m ng majority.

DR. WAKEFI ELD: That woul d be fi ne.

MR. FEEZOR: Just as a disclainer, when | was a
regul at or about 15 or 18 years ago we brought up one of the
first SH Ps and then | obbied to get some federal grant
noney, which becane institutionalized. | need to do that,

t hough I haven't talked to those fol ks in about seven or
ei ght years.

| think it is inportant, and Susanne, |ike Pete,
agree pretty much with the conclusions. | think nmaybe there
is two things that bear pointing out.

One is, correct ne if I'"mwong, none of the SHI Ps
do collective negotiation with insurers. They're nore fact
and disclosure. So we need to nmake that as one significant
difference that | think the people who suggested different

consuner coalitions be forned, that SH Ps were never
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intended to do and, to ny know edge, do not anywhere in the
country.

Second, and | think the SH P prograns do
extraordinary work. The one in California does excellent
work, as well as the one in ny native state of North
Carolina. | guess | wonder, though, if it mght be
appropriate that the Secretary or appropriate entity try to
get some neasure on the effectiveness of those entities.

| guess ny question would be probably not all of
them are equally effective and there may be sone states
that, in fact, do not have benefit of effective or strong
SH Ps. And it may be that sone consideration may be given
to trying to spark or regenerate effective information
counseling services in those states where that is not
present, as one of the actions that m ght be taken short of
fundi ng new coalitions.

DR. REI SCHAUER. Fromthe information you gave us,
Susanne, it seens an unanbi guously bad idea. So |I was
wondering how it even got this far?

| was wondering, if | understood this correctly,
when we're tal king about these organi zati ons as negoti ati ng

bodi es, you becone a nmenber of one of these organi zations
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and they negotiate with Aetna. And then Aetna offers a plan
that is only available to those people who are in the group?
O is the group open so anyone can then subsequently join?
And is there then, as you said, a small fee maybe of $10 to
join? Wiich is a hurdle to get what, in the rest of
Medi care, is basically open entry.

It just struck ne as sonething that went against
the grain of Medicare as a universal entitlenment program

M5. SEAGRAVE: Just to answer a question really
qui ckly, what the proponents are proposing is to actually
run denonstrations of different nodels. So they're not
proposi ng one specific nodel. So it's not clear exactly
would -- it's not clear how they would work with the
i nsurers, whether they'd work with just one insurer, or
mul tiple insurers. They're proposing to test different
nodel s, in a sense.

So everything that you nentioned could potentially
be in one or another nodel that they're proposing.

MR. HACKBARTH: All other things being equal, I
| ove the idea of denonstrating new ideas. What holds ne
back in this case and sone others is that the potenti al

topics for denonstration far outnunber the resources
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available to do it. So | think we need to be cautious about
adding still nore to the |ist.

| want to focus on the purchasing coalition piece
because for ne there are sone disconnects, just based on ny
own personal experience in dealing with people like Allen
Feezor around negotiations. Enployers are effective in
negotiating with health plans to the extent that they are
enpower ed to rmake deci sions, steer people to particul ar
contractors, take away options. That's what gives them
their | everage.

The question that this raised for nme is the extent
to which these sorts of relatively |loose affiliations of
peopl e, voluntary associations, will be able to actively,
aggressively, direct popul ations -- enough of a popul ation
to a health plan to be able to get anything for it. |If you
can only steer a few people and they're of unknown ri sk,
you' ve got an inherently weak negotiating position. [f you
can steer a |lot of people with a reasonabl e assurance of a
variety of risk, or a relatively normal selection of risk
you can drive a pretty hard bargain

| don't see how you get to that hard bargain

situation with these voluntary groups. That's the question
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| keep com ng back to.

You' re shaki ng your head, that sounds simlar to
what you heard in the expert panel?

M5. SEAGRAVE: Yes, definitely. In ny discussion
| said that, first of all, the feeling is that these
coal itions nmenbershi ps would be very snmall, that they would
be highly uncertain, and that they could even potentially
have sone adverse risk selection problens. So they would
have difficulty getting that |everage in the market for
t hose reasons, and possibly for other reasons, as well.

DR REI SCHAUER: But just at this noment in our
hi story, we hear from Jack and Janet that nmany of these
plans are teetering on the edge. There's not a lot of let's
say fat or rent to be extracted fromthem anyway. Wy woul d
we want to nove forward with a denonstration to see whether
a weak body could extract fat froma thin person.

MR. HACKBARTH: That's a nice sumary.

MR SMTH |, predictably, would express sone
reservations about assum ng that any voluntary group of
fol ks who want to bargain are weak. But it does seemto ne
it ought to be a voluntary group of fol ks who want to

bargain, not a group of folks created by the Secretary
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t hrough a denonstration

But nore inportantly, trying to follow Allen's
poi nt, the summary docunents suggest that while sonme SHI Ps
may be doing terrific work, that know edge of the programis
uneven and, on bal ance, inadequate. It does seemto ne that
we m ght want to pick up on that finding and ask ourselves
whet her or not sonething the Secretary ought to do -- either
best practices work, dissemnating | essons fromthe better
SHI Ps, perhaps reconsidering possibilities of additional
funding that tries to inprove beneficiaries' understanding
of the program and access and ability to mani pul ate.

' mnot sure that consuner coalitions are the
answer. And if they are, I'mnot sure the Secretary should
pay for them But it doesn't seemto ne we ought to ignore
t he evi dence that suggests that information is inadequate
and think about ways to inprove it.

MR. HACKBARTH. O her conments or questions?

M5. NEWPORT: Qur experience with the SHIPs, in
terns of access and information for beneficiaries, has been
very positive. Mich to their chagrin | told that to them
and they're not quite sure what to nmake of that. And it is

true, and | think we look to them soneti nes as a val uabl e
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partner in getting information out.

But there are various skill sets out there anobngst
the states, and California is particular good, by the way.
| agree with Allen.

| just think that when | | ook at the notion that
t hey can negotiate better drug prices for beneficiaries,
help with that, a little bit of a reach. W're having, with
a mllion nenbers in our program a continuing challenge in
doing that and we actually do very well at it.

But | really do agree with the rest of the
Comm ssion, in the need for the right kind of information,
wel | thought out, well delivered, has al ways been a
chal l enge. And we shoul d support and continue to support
t hat .

| agree with the recomendation. | think we just
need to make sure the information is the right scale.

MR. HACKBARTH:. | think the question that we're
faced with is not whether these are good i deas or bad ideas,
or whether maybe they would work in sonme |ocal circunstances
or not. Rather, the question is is the |evel of promse
sufficient that we would recommend that very scarce

resources of denonstration dollars be applied to this topic.



10

11

12

13

14

15

16

17

18

19

20

21

22

98

| just want to be clear, fromny perspective this
i s not about condemming these ideas, or even saying they
can't work. They won't work under some circunstance, but
we're rationing a scarce resource here and the
recomendation on the table is that in that context, in view
of these scarce resources, this isn't a sufficiently high
priority that we ought to recommend or require
denonstrati ons.

| think if we can dispose of this today it would
be a good thing to do. Are people ready to vote on that?

MR. FURMAN. If the conmttee is going to nake a
decision, I'"'mthe author of this report. | would request
the opportunity to talk for two to three m nutes.

MR. HACKBARTH. Ckay.

MR. FURMAN.  Thank you. M nane is Ji m Furnman.
|"mthe President of the National Council on the Aging and
the founder of the United Seniors' Health Cooperative, a
consuner information coalition founded by Dr. Flem ng and
Est her Peterson

The inmpetus for this study, for this whole effort,
was a feasibility study funded by the Retirenent Research

Foundation with four authors: nyself; Dave Kendall fromthe
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Progressive Policy Institute; Jay Geenberg who is the
founder of social HMOs and al so the Cal PERS Quantum Care
product; and Dwi ght MNeil who is an expert in enployer
pur chasi ng prograns.

I nvol ved is an em nent expert panel of people,
Stuart Butler, John Rother and a variety of other people,
who are also part of the recommendations for this report.

| would at |least request -- I'"'ma bit troubled by
the fact that that report -- |I'mnot aware whether that
report has been nade available to the nenbers of this
conmttee as well, presenting and | think answering nmany of
t hese points of views.

| would like to clarify a few points. First of
all, we're proposing two separate types of organizations, an
information coalition denonstration and purchasing coalition
denonstration. Let nme speak to the specific concerns that
were rai sed about both of them

The concern was that the information coalition,
t here woul d not be any val ue added, other than funding the
SHI P program The current reality of SH P program for
anybody who's involved on the ground level, |I'mnot aware of

any programthat reaches nore than 2 or 3 percent of the
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beneficiaries in their state. |In fact, nost of the delivery
of services is by volunteers who have probably had six or
ei ght hours of training, and therefore are quite limted in
their ability to provide substantial informtion.

The comment was made, for exanple, in Washington
D.C. we visited the SHIP program In addition to the SH P
programin Washington, D.C., there's the United Seniors’
Heal t h Cooperative, there's AARP, there's enployers, there
are all groups. What we have now is trenendous duplication.
W have six or eight groups, all producing your basic one-
on-one guide to Medicare and not nuch nore sophistication
beyond t hat .

The specific recomendation was to create a
di fferent paradigmand a public/private partnership for the
delivery of education and counseling information that woul d
| everage all of the resources of enployers, of union, of
AARP chapters, of other groups to provide that information
and to al so reduce what is now trenendous duplication and
| ack of reach

In addition, private groups have the ability to
say what needs to be said. ||, by the way, was a strong

proponent of the SHIP program But if you go to a SH P
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program and said what about Anerican Integrity |nsurance,
Provider Fidelity Insurance, United Anerican, conpanies

whi ch have terrible reputations, the answer you will get is
they are licensed to be sold in the state. State entities
can sonetines not tell you what you need to know about

i nsurance to be informed consuners.

The fundanental point of this is public/private
partnerships, coalitions and coordi nated resources can
stretch whatever dollars are avail able nmuch nore
significantly.

The second type of denonstration that's proposed
is purchasing coalition. The essential elenment of this is
to take what has worked in the under-65 market, group
pur chasi ng, group negotiation, and apply that to the
Medi care market. To say that it can't be done is
di si ngenuous. | point, for exanple, to the M nnesota Senior
Federation with 30, 000-pl us nmenbers which has, in fact,
al ready negotiated with networks and doctors and hospitals
to accept assignnment for all Medicare beneficiaries within
200 percent of the poverty |evel and al so could easily get
t he wai ver of copaynents and deductibles. To say it can't

be done is to ignore the facts.
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The San Franci sco Busi ness G oup on Health, which
| think anybody woul d agree is a sophisticated purchasing
entity, has wanted to do this for years. They are able to
negoti ate benefits for their under-65 market. They have the
clout right now They do not now have the ability to do
that. To say that enployers, AARP, unions, and other groups
do not have the sophistication to do this, | think ignores
t he facts.

Now you can argue that there's a chance that this
won't work. Clearly, sone people are threatened by the fact
that it m ght work and obviously sonme smart people think it
can work. | think there's a trenmendous cost -- there's a
slight cost to doing the denonstration, we spend the noney
and it doesn't work. | think there's a major cost to not
doi ng the denonstrations. W w |l not having any advance in
knowl edge and we'll be having the sane discussion and the
sanme debates five years from now.

So thank you for that. W had about one hour of
conversation in this whole process with the MedPAC staff.
woul d really urge that the nmenbers of this comm ssion read
the report that was the basis of the Congressional nmandate.

Thank you.
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MR. HACKBARTH. Thank you. W're not going to

take further public coments at this point.

MR. ZESK: | was one of the people who was there
at this neeting on the 17th, and it was not the same neeting
t hat was characterized here today.

MR. HACKBARTH. Let ne just say a word about the
process here. Pardon ne, as a rookie chairman, for being
maybe a little bit uncertain about some of these procedural
I Ssues.

The nature of this comm ssion is that we could
never get our work done if, on every topic before us we had
expensi ve public hearings. The anount of resources that we
have, both staff resources and conmm ssioner tine, are such
that we cannot proceed in that way. W would not be able to
serve the interests of the Congress. W wouldn't be able to
neet their requests.

So inevitably, we depend on the staff, an
excellent staff in n